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KEY ECONOMIC INDICATORS 
(In Billions of U.S. Dollars Unless Noted) 


Projected 


Domestic Economy 1991 
Gross Domestic Product (1) 104.7 


Real GDP Growth Rate (percent) 

Population Est. (millions) 

Population Growth Rate (percent) 

GDP Per Capita (dollars) (1) 

Consumer Price Index Change 
(percent) 

Gross National Product (1) 


Production and Employment 
Labor Force, excluding 


homelands (millions) 
Unemployment, including 

homelands (percent) 33.0 
Manufacturing Volume Index 

(1985=100) 108.7 
Mining Volume Index (1980=100) 94.5 
Government Deficit as percent 

of GDP (FY ends March 31) 4.4 


Balance of Payments and Foreign Investment 
Exports (FOB) 22.4 


Imports (FOB) 17.1 
Current Account Balance 1.2 
Gold and Forex Reserves 
held by Reserve Bank 2.4 
U.S. Direct Investment N/A 
External Debt N/A 
Ratio of Foreign Interest Payments 
to Exports (percent) N/A 
Exchange Rate 
(average dollars/rand) 0.39 
0.35 
U.S. Exports to South Africa 1.69 1.66 1.73 N/A 
U.S. Imports from South Africa 1.59 1.52 1.70 N/A 
U.S.-S.A. Trade Surplus 0.10 0.14 0.03 N/A 


(1) current prices; increases in GDP at current prices are due to 
domestic inflation not reflected in the dollar/rand exchange rate. 


Sources: South African Reserve Bank, South African Central 
Statistical Services and various private forecasts. 





SUMMARY AND CURRENT SITUATION 


After growth of about 4.1 percent in 1988 and 2.1 percent in 1989, 
real GDP decreased by less than 1 percent in 1990. Declines in 
agriculture and mining accounted for most of the fall. Leading 
economic indicators showed no evidence of a turnaround in 1991. 
Most economists expect 1991 to be another year of "consolidation," 
with little or no real GDP growth. Bright spots include a possible 
rebound in agricultural production, oil priced at pre-Gulf War 
levels, the growth of merchandise exports later in the year due to 
improvement in the economies of South Africa’s main trading partners, 
and the ending of the sanctions price penalty on exports and oil 
imports. 


The government has pursued restrictive monetary and fiscal policies 
for the last two years in an effort to contain inflation. Moderate 
success was achieved in slowing the rate of price increases for 
imported and domestically produced goods, but the average rise in 
the consumer price index remained at 14.4 percent for 1990, similar 
to 1989’s 14.7 percent rate. 


An improvement in merchandise exports along with a fall in the 
combined value of imports and net foreign payments and transfers led 


to a surplus on the current account of the balance of payments of 
rand (R) 5.8 billion in 1990, up from R3.1 billion in 1989. The 
capital account also fared considerably better, the net outflow of 
capital not related to reserves falling from R4.3 billion in 1989 to 
R2.9 billion in 1990. Net gold and foreign reserves rose by R2.9 
billion in 1990. 


Real GDP has fallen since the fourth quarter of 1989. Rising 
production costs and labor unrest led to a fall of 1.5 percent in 
value added by the mining sector in 1990. Manufacturing production 
also fell due to planned inventory reductions and worker disputes. 
Real gross domestic expenditure fell by about 3 percent in 1990, 
much faster than the 1 percent drop in 1989. Real private consump- 
tion spending continued to grow, but at a slower rate, dropping from 
2.5 percent in 1989 to 1.5 percent in 1990. Real domestic fixed 
investment fell by 1.5 percent in 1990, largely due to a drop in 
public capital expenditure of 10 percent. 


OUTLOOK 


Economic analysts predict little or no real economic growth in 1991, 
a current account balance of about R3 billion and inflation near 14 
percent by the end of the year. The commercial rand is expected to 
depreciate to about $0.35 in 1991, and the discount on the financial 
rand should narrow. South Africa will have a difficult time showing 
a positive growth rate this year without inflows of foreign capital. 
Domestic capital generation has lagged as savings rates have remained 
very low and large amounts of capital moved out of the country in 
search of higher real interest rates and investment security. 


Note: This report was prepared in July 1991. 





The burden of the recession in South Africa has fallen hard on 
consumers, especially poorer ones. Whereas consumer spending helped 
to generate the 1988-89 economic upswing, consumer spending is 
anticipated to increase only marginally during 1991. The average 
South African will likely experience another year of declining 
living standards in 1991. Low growth rates and declining living 
standards will also worsen the problem of zsising black 

unemployment. 


EMPLOYMENT AND LABOR 


A weak economy caused employers to reduce their work forces by 
70,000 workers in 1990. Even more dramatic cuts of up to 150,000 
jobs could be on line for 1991. The South African Chamber of 
Business estimates that 40 percent of the potentially economically 
active population, or more than 5 million workers, are now 
unemployed. With employment opportunities in the formal sector 
shrinking, South Africans are increasingly turning to jobs in the 
informal sector, such as vending, small repairs, carpentry, and auto 
body work. In 1980, 22 percent of South Africa’s economically 
active population was employed in the informal sector; by last year 
the number had jumped to 29 percent. While there is massive 
unemployment among unskilled workers, jobs for skilled technical and 
managerial workers often go begging. Average wage increases of 
approximately 17.5 percent during 1990 represented a small increase 
above the rate of inflation. Wage gains by black workers were 
relatively better than those by whites, as companies worked to close 
the racial pay gap. 


MONEY, PRICES, AND GOVERNMENT FINANCE 


Money: Restrictive monetary policy led to a gradual slowdown in the 
growth of the money supply in 1990, resulting in softer money market 
rates and slightly less upward pressure on prices. Throughout 1990 
and early 1991, the authorities also held firm on interest rate 
policies until Reserve Bank Governor Chris Stals announced a 
reduction in the bank rate from 18 to 17 percent in March 1991. He 
warned that the step should not be interpreted as a sign of 
relaxation in monetary policy, leading most economists to expect 


interest rates to remain at the current level at least until the end 
of 1991. 


Prices: Inflation in South Africa remains much higher than that in 
its major trading partners. The average rise in the consumer price 
index fell to 14.4 percent for 1990, down only slightly from 14.7 
percent in 1989. Most economists predict inflation will decline 
further by the end of 1991, but only to about 13.9 percent. The 
value-added tax (VAT) of 10 percent introduced on October 1 may have 
an impact on inflation. A positive indicator in the fight against 
inflation is the trend in recent months toward lower wage increases 
in the private sector. 





Government Finance: South Africa’s economic policy-makers continue 
to demonstrate their determination to keep tight reins on government 
expenditures, although increasing demands for social spending make 
such policies more difficult each year. In the 1990/91 fiscal year 
(April 1 to March 31), expenditures reached R74.7 billion, up 14.1 
percent from the year before, the lowest rate of increase since 
1978/79. The government’s deficit before borrowing grew to 2.7 
percent of GDP, from only 1.5 percent in 1989/90. Government 
spending in the 1991/92 budget will rise by 13.7 percent, 
representing practically no change in real values, and the budget 
deficit is expected to climb to 3.4 percent of gross domestic 
product, above the government’s own guideline of 3 percent but still 
considered to be only slightly expansionary. 


BALANCE OF PAYMENTS 


South Africa’s balance-of-payments position improved during 1990. 
The surplus on the current account amounted to R5.8 billion, nearly 
twice the 1989 level of R3.1 billion. The sharp increase in the 
surplus was the combined result of a record high level of 
merchandise exports and a modest decline in merchandise imports. 
Predictions for 1991 are for a R3 billion surplus. ° The current 
account surplus is vital to South Africa’s debt repayment scheme and 
at the same time difficult to achieve because of serious weaknesses 
in its capital account, which experienced an outflow of R2.9 billion 
in 1990. The projected current account surplus for 1991 may be 
insufficient to cover estimated debt repayments due of R5-6 million, 
forcing the country to draw down its gold and foreign exchange 
reserves or refinance a portion of the debt. But given its improved 
standing in international capital markets, South Africa should be 
able to refinance some R2-3 billion of debt. 


MINING, MANUFACTURING, AND AGRICULTURE 


Mining: Mining output and contribution to the GDP have been 
declining for the past five years. In 1990 the contribution was 
10.7 percent of GDP and 41 percent of export earnings. Employment 
in the industry has decreased by 67,000. Only platinum, iron ore, 
manganese ore, chrome ore, and several industrial minerals achieved 
significantly higher production levels in 1990 than in 1985. In 
1990, the 1.6 percent decline in real output was due mainly to 
declines in the production of gold and coal. Because of weak world 
demand, exports of these two commodities declined along with 
production and exports of most base metals. In line with the 
softening of the world steel market, exports of chrome ore, 
manganese ore, and their ferroalloys also fell. However, lower 
platinum prices did not prevent the production of platinum group 
metals from increasing as new capacity came on-stream, and high 
rhodium prices gave a boost to export earnings. Domestic mineral 
sales increased, which included a 5 percent rise in domestic coal 
sales. 





Inflation, rising costs, and weak dollar prices for most minerals 
put a considerable squeeze on profit margins. The profits of mining 
firms in 1990 decreased by 25 percent compared with 1989, falling to 
the lowest level in six years (eight years for gold mining firms). 
Although the level of capital spending in mining has increased by 
R1.3 billion since 1988, annual capital expenditures in gold mining 
have actually fallen by R231 million over the past two years. 
Moreover, mining’s contribution to gross domestic fixed investment 
has declined by 7 percent in real terms since 1988 and now 


represents only 13.8 percent of South Africa’s total fixed 
investment. 


The outlook for 1991 is generally for little growth in mineral 
production and exports because of slow growth prospects in the South 
African and western economies. Further declines in gold production 
(and employment) are likely unless there is a significant increase 
in the gold price. In the longer term, diversification of the 
economy away from mining will probably continue, but it is unlikely 
that the current cyclical decline in the industry will last for 
long. With its large mineral resource base, South Africa has 
tremendous potential for increasing mineral production under 
favorable economic conditions. 


Manufacturing: South Africa is the most industrialized country in 
Africa. The manufacturing sector is large and well-diversified, and 
the country is a world leader in several specialized areas of 
technology, such as railway rolling stock, defense equipment, and 
machinery for mining and drilling. Some of the main branches of the 
manufacturing sector are iron, steel and other basic metals; heavy 
engineering; transport equipment and automotive industry; electrical 
machinery and equipment; food processing; industrial and 
agricultural chemicals; pharmaceuticals; and textiles. 


Real manufacturing production reached its most recent high point in 
the second quarter of 1989; in the third quarter of 1990, it was 
about 5.5 percent lower than that high. Lessening labor unrest may 


have led to fourth quarter improvements in manufacturing output and 
capacity utilization. 


Agriculture: Since the 1989 season, agricultural conditions in South 
Africa have deteriorated. Seasonal and regional droughts, a late 
summer planting season, and adverse international markets have all 
contributed. Indications are that agriculture’s contribution to the 
GDP declined by between 8 and 9 percent in 1990, leading to negative 
growth in the economy. The gross income of farmers increased by 
about 2 percent in 1990, but this was mainly due to an increase in 
the income from horticultural and animal products; grain farmers 
suffered. Net farm income decreased by 19 percent in 1990. In 
1989, South Africa exported agricultural products, particularly 
fruit and wool, valued at R5.7 billion, but this decreased to R5.3 


billion in 1990. Imports, on the other hand, increased from R2.0 
billion in 1989 to R2.1 billion in 1990. 





The outlook for agriculture is uncertain: wool and sugar markets are 
poor, wheat is being imported, and the corn crop--usually a major 


product--is in trouble due to late dry and wet seasons and some early 
frosts in key areas. 


BLACK ECONOMIC SECTOR 


Discriminatory legislation had severely narrowed the range of 
economic opportunities open to South African blacks. Until the late 
1970s, blacks were legally prohibited from forming corporations, 
owning manufacturing plants, or entering most skilled professions. 
However, demographic pressures and the growing dependence of the 
South African economy on blacks as consumers and workers led to 
major changes in the 1980s, such as the legalization of the black 
trade union movement and the lifting of restrictions on blacks’ 
freedom of mobility. According to one study, the black share of 
total personal income rose to 36 percent in 1988. These gains 


occurred against the backdrop of a stagnant economy and an uncertain 
political environment. 


The pace of change has accelerated since State President F.W. de 
Klerk unbanned numerous political organizations, including the 
African National Congress, and released Nelson Mandela from prison 


in 1990. The repeal of the Population Registration Act and 
race-based restrictions on land ownership and use in 1991 will 
create new opportunities for black entrepreneurs. 


IMPLICATIONS FOR THE UNITED STATES 


Sanctions: Many countries had imposed economic sanctions against 
South Africa in protest against apartheid and to apply pressure for 
change. Political changes under President De Klerk since early 
1990, including the release of Nelson Mandela and other political 
prisoners, the unbanning of political parties, and the repeal of the 
apartheid laws, have led to decreasing emphasis on sanctions as a 
pressure for change in South Africa. The European Community and 
several other countries lifted their bans on new investment and 
restrictions on South African exports of iron, steel, coal, and 
Krugerrands. In addition, South Africa’s access to international 
capital markets is improving. 


The U.S. sanctions imposed under Title III of the Comprehensive 
Anti-Apartheid Act of 1986 (CAAA) and the Rangel double-taxation 
amendment were lifted by President Bush on July 10, 1991, once the 
South African Government met the conditions set forth in the 
statute. U.S. companies and citizens are no longer prohibited by 
the CAAA from making new investments in South Africa. 





Other U.S. sanctions remain. The 1985 Gramm Amendment prohibits U.S. 
support for new International Monetary Fund funding for South 

Africa. The United States maintains a ban on all exports to the 
South African military and police, a total ban on the export of 

arms, ammunition, and equipment for their manufacture and 
maintenance, a prohibition on the import of arms from 

South Africa, and controls on the manufacture or development of 
nuclear weapons. Some 140 sanctions have been imposed at the state 
and local level on companies doing business with South Africa. 


Trade: South Africa remains the largest export market for U.S. 
products and services in sub-Saharan Africa. U.S. exports to South 
Africa in 1990 were $1.7 billion, representing a 21 percent share of 
South Africa’s total import market. The United States is South 
Africa’s third largest supplier, behind Germany, and the United 
Kingdom. Principal U.S. exports to South Africa are mining 
equipment, chemicals, aircraft and parts, electronic data processing 
and related equipment, and office machinery. 


U.S. imports from South Africa in 1990, totalling $1.7 billion, were 
mostly platinum group metals, ferrochromium, ferromanganese, 


ferrosilicon, manganese, chrome ore and other minerals, and diamonds 
and gemstones. 


Companies are encouraged to take a serious look at commercial 
opportunities in South Africa. As a buyer of U.S. products and 
services, South Africa has a distinct advantage over many countries 
in that it has the foreign exchange to pay for imports. The 
financial and transportation sectors are developed and can support 
regional growth. As international trade and investment sanctions 
fall away, South Africa is recognized by domestic and foreign 
companies as the gateway to southern Africa. 


The U.S. Foreign Commercial Service maintains offices in 
Johannesburg, the commercial center of South Africa, and in Cape 
Town, and will be opening an office in Durban shortly. These 
offices can assist U.S. business persons in establishing contacts, 
locating agents and distributors, providing information on business 
practices and South African companies, conducting market research, 
etc. The U.S. Foreign Commercial Service office may be contacted at 
the American Consulate General, Kruis and Commissioner Streets, P.O. 
Box 2155, Johannesburg 2000; telephone: 27-11-331-3937, fax: 
27-11-331-6178. Further information on South Africa, its economy, 
and its commercial prospects is also available from the South Africa 
Desk Officer, Office of Africa, Room 3317, U.S. Commerce Department, 
Washington, D.C. 20230, telephone: 202-377-5148; fax: 202-377-5198. 








